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OATH OR AFFIRMATION

1, Michael Schierman , swear {or affirm} that, to the best of

nFIy knowlcdgci: and belief the accompanying financial stalement and supporting schedules pertaining to the firm of
eltl an Company, Inc.

, as

of Decedber 31 . , 2066 , are true and correct. | further swear (or affirm) that

1
neither the company nor any partner, proprietoc, principal officer or director has any peoprietary interest in any accoual
classified solely as that of a customer, except as follows:

MRS L

) BARBARA JEAN LUSSIER § Senature
. NOTARY PUELlC-MlNNESOTA C’Fo
MyCmmmion Expires Jan, 31, 2010 Title

W/m

< Nolarﬁubl ic

)
|
This report ** contains (check all applicable boxes): |
[d (a) Facing Page. i
{3 (b) Statement of Financial Condition. !
A (c) Statement of Income (Loss). !
[ (d) Statement of Changes in Financial Condition, ‘
= (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
@ (g) Computation of Net Capital.
O Computation for Determination of Reserve Requlremenls Pursuani to Rule 15¢3-3.
3 (i) Information Relating to the Possession or Control Reqmrements Under Rule 15¢3-3.
O () A Reconciliation, including appropriate explanation ofthe Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Reqmrcmcnts Under Exhibit A of Rule 15¢3-3.
[J (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect 0 methods of
consolidation.
() An Qath or Affirmation. 1
O (m) A copy of the SIPC Supplemental Report. |
3 (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain porn'om;' of this filing, see section 240.17a-5(e)(3).
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Independent Auditor's Report

Feltl and Company, Inc.

!
|
i
\'
|
|
Board of Directors | )
\'
Minneapolis, Minnesota ’
|

Ve have audited the accompanying balance sheets of Feltl and Company, Inc. as of December 31, 2006 and 2005,
and the related statements of income, stockholders' equity, and cash flows for the years then ended that you are
filing pursuant to rule 17a-5 under the Securities Exchande Act of 1934. These financial statements are the
responsibility of the Company’s management. Qur respo‘nsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit inlciudes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An eludit also includes assessing the accounting principles used
and significant estimates made by management, as well a’s evaluating the overall financial statement presentation.

We believe that our audits provide a reasonable basis forjour opinion.

In our opinion, the financial statements referred to above; present fairly, in all material respects, the financial position
of Feltl and Company, Inc. as of December 31, 2006 anc? 2005, and the results of its operations and its cash flows for
the years then ended in conformity with accounting principles generally accepted in the United States.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
The information contained in the schedules starting on page 15 are presented for purposes of additional analysis and
are not a required part of the basic financial statements, but is supplementary information required by Rule 17a-5
under the Securities Exchange Act of 1934, Such inforrrllation has been subjected to the auditing procedures applied
in our audit of the basic financial statements and, in our !opinion, is fairly stated in all material respects in relation to

the basic financial statements taken as a whole.

wlfﬁ-&. LLf l

Wipfli LLP |

February 14, 2007 -
St. Paul, Minnesota
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Feltl and Company, Inc.

Balance Sheets
December 31, 2006 and 2005

Assels : 2006 2005
Assets:
Cash and cash equivalents $ 7,078,770 $ 7,607,29N
Deposits with clearing broker ; 545,097 525,258
Broker loans receivable (net of accumulated arnortlization of
$863,990 and $969,210 in 2006 and 2005, respectively) 1,777,935 1,067,831
Securities owned, at market ‘! 527,867 571,293
Receivables from brokers, dealers, and others ‘ 337,460 416,217
Furniture and equipment, at cost {net of depreciation of $269,466
and $214,316 in 2006 and 2005, respectively) ! 161,268 68,246
Prepaid expenses and other assets L 57,064 65,883
|
TOTAL ASSETS ! $ 10,485,461 $ 10,322,019
Liabilities and Stockholders' Equity
|
Liabilities: ‘
Accrued employee compensation and benefits | $ 707,919 $ 984 702
Amount due clearing firm, secured by securities o»%med 228 270,050
Accounts payable: 1 83,354 51,511
Securities sold, not yet purchased, at market } 157,327 1,013,251
Accrued expenses and other liabilities | 38,290 74,761
Total liabilities ! 987,118 2,394,275
|
Stockholders' equity: L
Common stock of $1.00 par value [

Authorized - 1,000 shares ‘

Issued and outstanding - 528 shares ‘ 528 528
Additional paid-in capital 2,363,177 2,363,177
Retained earnings 7,134,638 5,564,039

Total stockholders' equity 9,498,343 7,927,744
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 10,485,461 $ 10,322,019
See accompanying notes to financial statements.

i .
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Feltl and Company, Inc.

Statements of Income
Years Ended December 31, 2006 and 2005

2006 2005
Revenue:
Commiissions $ 13,484,262 % 14,632,656
Investment banking fees 1,198,509 1,591,589
Firm trading profit . 500,136 1,411,197
Interest | 983,182 881,266
Corporate finance fees i 1,063,222 1,203,107
Other income \ 2722171 269,504
Total gross revenues £ 17,501,522 19,989,319
Interest expense ‘ 866 1,621
i
Net revenues | 17,500,656 19,987,698
|
|
Noninterest expenses:
Employee compensation and benefits 1 12,268,504 13,641,069
Communication | 821,663 894,960
Occupancy ! 771,700 663,101
Legal and professional fees | 316,199 469,590
Trade processing - 467,889 554,360
Other expenses 584,102 476,219
Total noninterest expenses 15,230,057 16,699,299
Net income $ 2,270,599 % 3,288,399

See accompanying notes to financial statements.
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Feltl and Company, Inc.

Statements of Cash Flows
Years Ended December 31, 2006 and 2005

L 2006 2005
Increase in cash and cash equivalents: ‘
Cash flows from operating activities: i
Net income | % 2,270,599 $ 3,288,399
|

Adjustments to reconcile net income to net cash provided

by (used in) operating activities: |

|

| Depreciation and amortization 60,091 47,042
Il Changes in operating assets and liabilities:

Deposits with clearing broker i (19,839) (69,132)

y | Broker loans receivable | (710,104) (187,953)
ll Securities owned, at market (812,498) (4,973,031)

l Receivables from brokers, dealers, and others 78,757 41,215
m Prepaid expenses and other assets 8,819 (50,452)

Accrued employee compensation and beTnefits (276,783) 109,441

| Accounts payable 31,843 (144,833)
l] QOther liabilities ‘ (306,293) 242,702
I' Total adjustments i (1,946,007) (4,985,001)
lﬁ Net cash provided by (used in) operating activities 324,592 (1,696,602)

l Cash flows from investing activities:
ll Purchase of furniture and equipment | (153,113) (7,658)
|5 |
|

| !
m w
||] \
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Feltl and Company, Inc.

Statements of Cash Flows (Continued)

Years Ended December 31, 2006 and 2005

2006 2005
Increase in cash: {(continued) |
Cash flows from financing activities: :
Distributions ! (700,000) $ (1,000,000}
Net cash used in fin‘ancing activities I (700,000) (1,000,000}
!
Net change in cash and cash equivalents ‘ (528,521) (2,704,260)
Cash and cash equivalents at beginning ‘ 7,607,291 10,311,551
|
Cash and cash equivalents at end ’ 7,078,770 $ 7,607,291
|
Supplemental cash flow information: !
Cash paid during the year for:
Interest 866 % 1,621
Noncash investing and financing activities:
Capital contribution of NASDAQ stock - % 55,460

See accompanying'notes to financial statements.




Feltl and Company, Inc.

Notes to Financial Statements

Note 1

Summary of Significant Accounting Policies

|
Principal Business Activity !

!
Feltl and Company, Inc (the "Companﬁ;") is regigteréd as a broker-dealer.in securities with
the National Association of Securities bealers, Inc. (NASD) and the Securities and
Exchange Commission (SEC). The Colmpany engages in the business of acting as a
dealer, market maker, and investment banker,"and providing brokerage services with
respect to equity and other securities.| The Company does not carry securities accounts
for customers or perform custodial functions relating to customer securities and,
accordingly, is exempt from SEC Rule|15¢3-3. All securities transactions are cleared
through a clearing broker on a fully disclosed basis. The Company is required to maintain
a minimum balance of $1,000,000 in|cash and receivable accounts with the clearing
broker to collateralize certain transactions.

Use of Estimates in Preparation of Financial Statements

The preparation of the accompanying|financial statements in conformity with accounting

principles generally accepted in the United States requires management to make certain
estimates and assumptions that directly affect the results of reported assets, liabilities,

| .
revenue, and expenses. Actual results may differ from these estimates.

|
|

Cash and cash equivalents consist of demand deposits and certificate of deposits. The

Cash Equivalents

Company considers all highly liquid investments with maturities of less than three months
to be cash and cash equivalents.

|
|
|
|
|
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Feltl and Company, Inc.

Notes to Financial Statements

Note 1

Sumfnary of Significant Accounting Policies (Continued)

Securities Owned and Securities Sold! Not Yet Purchased

Securities transactions and related revenues and expenses are recorded on a trade date
basis. Securities owned and securities sold, not yet purchased, are stated at market value
with related changes in unrealized gains or losses reflected in the firm trading profit. All

securities owned and securities sold, not yet purchased, are ULS. equity securities.

Market value is generally based on listed market prices. If listed market prices are not

available, fair value is determined based on other relevant factors, including broker or
dealer price quotations. Securities solc‘i, not yet purchased, represent obligations to
deliver specified securities at predetermined prices. The Company is obligated to acquire
the securities sold short at prevailing nluarket prices in the future to satisfy these
obligations. |

|
All securities owned are pledged to the clearing broker on terms which permit the

clearing broker to sell or repledge theisecurities to others subject to certain limitations.

Revenue Recognition I

The Company recognizes commission [revenues and related expenses on trade date.
Commission revenues and related expenses from the sale of private placements and
other corporate finance transactions are recognized on closing date. A portion of the
Company's commission revenues have been allocated from firm trading profit in the form
of sales credits allocated from the Company's traders to the Company's brokers.

The Company's Retail Registered Representatives ("RRR") are independent contractors.

As independent contractors, employmiant taxes and benefits are the responsibility of the

RRR.: Generally, RRRs are paid 50% to‘ 60% of their adjusted gross commissions, based
upon their monthly gross commissions. Adjusted gross commissions represent gross
commissions, less direct clearing costs, employee trades, and an amount for other heavily

discounted trades. |
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Feltl and Company, Inc.

Notes to Financial Statements g

|

Note 1

Summary of Significant Accounti'ng Policies (Continued)

Revenue Recognition {Continued)

Commission or fees for principal and agency trades, managed money, mutual funds,
insurance products, fixed-income products and mortgage-backed securities are included
in adjusted gross commissions. Commissions for private placements are not included in

adjusted gross commissions and are palaid at a lower rate plus an allocated amount for
|

warrants, when available.

I
The Company's Institutional Registered Representatives are considered employees,
receive a lower percentage of gross commissions than a RRR, and are reimbursed by the
Company for their direct expenses. |
|
!

Income Taxes
The Company has elected to be taxed[ under the provisions of Subchapter S of the
Internal Revenue Code and comparable state regulations. Under these provisions, the
Company generally does not pay federal or state corporate income taxes on its taxable
income. Instead, the stockholders report on their personal income tax returns their
proportionate share of the Company'sltaxable income (or loss) and tax credits. Retained
earnings at December 31, 2006, inclu'des approximately $7,156,000 of undistributed
income which has been taxed on the ‘stockholders' personal income tax returns.

Depreciation on furniture and equipmlent is provided using double declining balance

method over the estimated useful Iive!s of the assets, ranging from three years to five

Furniture and Equipment

years. ‘l

Broker Loans Receivable

Included in brokers loans receivable aTre forgivable loans made to investment executives
and other revenue-producing brokers, typically in connection with recruitment. Such

: . | , .
forgivable loans are amortized as compensation expense over the life of the note,

generally six months to five years, using the straight line method.




Feltl and Company, Inc.

Notes to Financial Statements

|
|
I
Note 2 Receivables from Brokers, Deale'rs, and Others

Included in the receivables from brokers, dealers, and others are unsettled inventory trades.

The Company's principal source of sho'rt-term financing is provided by the clearing broker

from which it can borrow on an uncor'nmitted basis against its inventory positions, subject to
collateral maintenance requirements. ‘
The Company conducts business with |brokers and dealers who are members of the major
securities exchanges. The Company monitors the credit standing of such brokers and
dealers, and the market value of collateral, and requests additional collateral as deemed
appropriate. i

Note 3 Corporate Finance Activities |

|

The Company was lead underwriter inE an initial public offering of common stock in
December 2004. In conjunction with "this underwriting, the Company was granted an
option to purchase up an additional 15% of the issuing company's shares at the offering
price, less the underwriting discount, \f‘vithin 45 days from the date of underwriting. The
Company exercised its entire option to purchase these shares on January 15, 2005.

As a result of the unexercised shares at December 31, 2004, the Company incurred a firm
trading loss of $631,000 in 2004 on tl'lle' market appreciation of these shares between the
date of the underwriting and year-end. A corresponding trading profit of $631,000 was
recognized in 2005 as a result of exercising the option. Excluding the trading profit related
to this transaction, firm trading profits lWoulc:l have been $780,000 for 2005.

Note 4 Commissions |

included in securities commissions are $5,415,051 and $7,342,571 for the years ended
December 31, 2006 and 2005, respectively, of sales credits related to securities the
Company make a market in, which are allocated to the Company's brokers from the
Company's traders.



Feltland Company, Inc.

Notes to Financial Statements ‘

Note 5

Note 6

Note 7

|

Financial Instruments with Off-Balance Sheet Risk

In the ordinary course of business, the Company's securities activities involve execution,
settlement, and financing of various securities transactions as principal and agent. These

|credit and market risks in the event customers, other

brokers and dealers, banks, depositories, or clearing organizations are unable to fulfill

contractual obligations. Such risks may be increased by volatile trading markets. The

activities may expose the Company to

Company clears all transactions for its customers on a fully disclosed basis with a clearing
firm that carries all customer accounts Iand maintains related recorgls. Nonetheless, the
Company is liable to the clearing firm for the transactions of its customers. These activities
may expose the Company to off-balance sheet risk in the t:-:vent that a counterparty is unable
to fulfill its contractual obligations. Thé Company maintains all of its securities owned at a
clearing firm, and these securities ownFcI collateralize amounts due to the clearing firm.

Conéentration of Credit Risk }

The Company maintains its cash in demand deposit and certificates of deposit accounts at
various financial institutions. The balances, at times, may exceed federally insured limits. At
December 31, 2006 and 2005, the Cofmpa ny exceeded the insured limits by approximately
$4,850,000 and $3,700,000, respectively.

|

|

Leases |

The Company leases office space and various items of equipment under noncancelable
operating leases generally varying from one to five years with certain renewal options for
like terms. The Company incurred rent expense of $771,700 and $663,101 during 2006
and 2005, respectively.

&

11
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Feltl and Company, Inc.

Note 7

Note 8

Note 9

|
Notes to Financial Statements J
|
i
|

Leases (Continued)

Future minimum payments, by year and in the aggregate, under the noncancelable

operating leases with initial or remaining terms in excess of one year consisted of the

following: |

I

r Operating

| Leases
2007 $ 710,500
2008 794,200
2009 i 595,300
2010 | 172,500
Total minimum lease payments $ 2,272,500

Retirement Plan |

The Company maintains a 401(k) profit sharing covering substantially all employees.
Employees are allowed to make voluntary contributions to the plan. The Company may
make nonelective contributions to the plan at the discretion of the Board of Directors.
Retirement plan expense charged to operations was $132,000 and $158,000 for 2006 and
2005, respectively.

Regulatory Requirements ,

The Company is subject to the net capital requirements of the NASD and the Uniform Net
Capital requirements of the SEC under Rule 15¢3-1. The NASD and the SEC requirements
also provide that equity capital may not be withdrawn or cash dividends paid if certain
minimum net capital requirements are not met. At December 31, 2006, the Company had
regulatory net capital of $7,422,543, \l.vhich was $7,172,543 in excess of its required net
capital of $250,000. The Company's aggregate indebtedness to net capital ratio was .11 to
1.0. At December 31, 2005, the Company had regulatory net capital of $6,531,868, which
was $6,28‘i,868 in excess of its required net capital of $250,000. The Company's aggregate
indebtedness to net capital ratio was :21 to 1.0.

l v , 12
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Feltland Company, Inc.

Notes to Financial Statements

|

|

Note 10 Commitments and Contingen'cie's
Iy

The Company may be involved from time to time in various claims and legal proceedings of

a nature considered normal to its busin|ess dealings. While any proceeding or litigation has
an element of uncertainty, managemerpt of the Company believes that the outcome of any
pending or threatened actions will not have a material adverse effect on the business or

financial condition of the Company. ‘

The Company extends margin credit to its customers through its clearing broker. In the
event of a customer no-pay or default margin account, the Company is responsible for
covering the shortage. All shortages may be paid through liquidation of customer securities
held. At December 31, 2006 and 2005, there were no customer commitments that were in
default. |

The Company engages in underwriting activities and enters into firm commitments with
certain customers for initial public offelrings. Once an initial public offering starts trading on
the open market, the Company is liable for funding all shares under the firm commitment.
As of December 31, 2006 and 2005 th‘ere were no outstanding firm commitments with

customers.
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Independent Auditor's Report on Internal Controls

Board of Directors |
Feltl and Company, Inc. |
Minneapolis, Minnesota |

In planning and performing our audit of the financial statements of Feltl and Company, Inc. as of and for the year
ended December 31, 2006, in accordance with auditing standards generally accepted in the United States of
America, we considered the Company's internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing an opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control. Accordingly, we do not express an
opinion on the effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities Excl‘wange Commission (SEC), we have made a study of the

practices and procedures followed by the Company including consideration of control activities for safeguarding

securities. This study included tests of such practices and ‘procedures that we considered relevant to the objectives

stated in rule 17a-5(g} in making the periodic computatio+s of aggregate indebtedness (or aggregate debits) and net
capital under rule 17a-3(a)(11} and for determining comp!iance with the exemptive provisions of rule 15¢3-3.

Because the Company does not carry securities accounts for customers or perform custodial functions relating to

customer securities, we did not review the practices and p‘)rocedures followed by the Company in any of the

following: ‘

1. Making quar:terly securities examinations, counts, verifications, and comparisons and
recordation of differences required by Rule 17a-‘13.

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal

Reserve Regulation T of the board of governors|of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and the practices
and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and judgments by
management are required to assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and tojassess whether those practices and procedures can be
expectéd to achieve the SEC's above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absoclute assurance that assets for
which the Company has responsibility are safequarded against loss from unauthorized use or disposition and that
transactions are executed in accordance with management's authorization and recorded propetly to permit the
preparation of ﬁnancia?! statements in conformity with accounting principles generally accepted in the United States.

~ Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.



Because of inherent limitations in internal control or the practices and procedures referred to above, error or fraud

may occur and not be detected. Also, projection of any e\:faluation of them to future perioas is subject to the risk that
they may become inadequate because of changes in conditions or that the effectiveness of their design and

operation may deteriorate. ‘

A controf deficiency exists when the design or operation of a controt does not allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the entity's

. ability to initiate, authc}rize, record, process, or report finar‘wcial data reliably in accordance with generally accepted

accounting principles such that there is more than a remote likelihood that a misstatement of the entity's financial
statements that is more than inconsequential will not be prevented or detected by the entity's internal control.

A material weakness is% a significant deficiency, or combination of significant deficiencies, that results in more than a

remote likelihcod that a material misstatement of the final’!mcial statements will not be prevented or detected by the

entity’s internal control.

We understand that practices and procedures that accomplish the objectives referred to in the second paragraph of
this report are considered by the SEC to be adequate for its purposes in accordance with the Securities Exchange
Act of 1934 and related regulations, and that practices and procedures that do not accomplish such objectives in all
material respects indicate a material inadequacy for such purposes. Based on this understanding and on our study,
we believe that the Cbmpany's practices and procedures were adequate at December 31, 2006, to meet the SEC's
objectives.

This report is intended sclely for the information and use of the Board of Directors, management, the SEC, and other

regulatory agencies that rely on rule 17a-5(g) under the Securltles Exchange Act of 1934 in their requlation of

registered brokers and dealers, and is not intended to be !and should not be used by anyone other than these

specified parties.

i LLP

Wipfli LLP

February 14, 2007
St. Paul, Minnesota

|
| |
i - : _ 16



1 Feltl and Company, Inc.

Computation of Net Capital Under Rule 15¢3-1 of the Securities and Exchange Commission
December 31, 2006 and 2005 ’

I \ _ 2006 - 2005
Net capital: !
l Stockholders' equity f : $ 9498343 $ 7927744
| !
' Deductions and/other charges: E
Nonallowable assets: |
Employee loans receivable 1,777,935 1,067,831
Prepaid expenses and other assets 57,697 20,621
Furniture and equipment 161,268 68,246
Total nonallowable assets , 1,996,900 1,156,698
' |
Net capital befqre haircuts on securities positionls 7,501,443 6,771,046
i .
Haircuts on securities T 78,900 239,178
|
Net capital 7,422 543 6,531,868

\
Computation of net capital requirement: i
Minimum net capital required (greater of $250,000 or

6 2/3% of aggrega;ce indebtedness) ‘ 250,000 250,000
\

Excess net capital $ 7172543 $ 6,281,868

Total aggregate indebtedness 829,791 $ 1,381,024

There were no material differences between the audit?d Computation of Net Capital included in this report
and the corresponding schedule included in the Company’s unaudited December 31, 2006, Part A FOCUS
filed January 26, 2007.

|
|
|

' END
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